Introduction
Following the regime change in the European Transition Countries (ETCs), employment, output, wages and prices suddenly ceased being set by central planners and became determined by market forces (Blanchard, 1997; Roland and Verdier, 1999; Svejnar 1999; Bruno, 2006; Kornai, 2006) . These developments brought profound changes in the economic behaviour of individuals residing in these countries. The labour force participation (LFP) rate in ETCs prior to 1989 was higher than their level of economic development would predict, which was thought to be due to central planners providing subsidised childcare that reduced the costs of employment for mothers, kept real wages low and enforced laws obliging all eligible adults to work (Chase, 1995) .
Kosova was one of the last countries to embark on the road of transition to a market economy (Hashi, 2001) . Before 1990, it was the poorest region in the former Yugoslavia with a per capita social product of a quarter of the Yugoslav average in 1989 (Bevc, 1993) . During 1990 During -1995 , GDP contracted by 50 percent compared to its pre-transition level. Since emerging from the military conflict in 1999 and a decade of disinvestment, GDP is recovering and has now reached the level of around €1,000 in per capita. However, it remains the lowest of all SEE countries (see data from WIIW, 2007) .
Labour market developments in Kosova following the regime change are different in many respects from those found in other transition economies. In decision to supply labour to the market. Killingsworth and Heckman (1986) , Pencavel (1986) and Blundell and Macurdy (1999) provide a review of different approaches of modelling labour supply. This simple static neoclassical framework is often extended to include other household members into the utility function as labour supply decisions are typically made in the context of decisions taken by other household members (as explained by the income-pooling hypothesis whereby all household members share household incomes) (Apps and Rees, 1997; Beninger and Laisney, 2002; Devereux, 2004; Blundell et al., 2005) . Data limitations often cause the static model to be favoured in empirical investigation of the determinants of labour supply.
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Below critically assess the conventional empirical approaches used to estimate such a labour function and present some related evidence.
Empirical Approaches to estimating the Labour Supply Function
Differences in the approaches to estimating the static model of labour supply seem to reflect differences in data availability. Our literature review identified three main approaches to estimating the labour supply function: (i) estimations regarding hours of work decisions, (ii) multiple discrete choices of labour supply decisions (where choices represent the categories of working hours) and (iii) the binary choice approach where labour supply choice is defined as participation versus non-participation.
Studies that employ the first approach usually control for non-participation (i.e. corner solution of h=0), that is in line with Heckman"s (1993) argument on the importance of the theoretical distinction of labour supply choices (participation versus non-participation) and hours of work supplied. In this approach, an individual"s hours of work h i (per unit of time) is regressed on their own wage (w i ), non-labour income (y i ) and other control variables (A i ): where  i is the error term and w* is the reservation wage. In almost all empirical estimations of this model, the Tobit model is employed to handle the corner solution of h i =0. Heckman (1993) argues that when deciding to supply labour to the market, an individual makes two decisions: (i) participation that determines whether we observe h i =0 and (ii) hours of work that is the size of h i given that h i >0. In the Tobit framework, the direction of the effect of any explanatory variable on h i is the same with regard to Pr(h i >0 | x i ) and E(h i | h i >0, x i ,) (see Wooldridge, 2002) . This is a restrictive assumption, since a given explanatory variable may have an opposite effect on the probability of observing h i >0 compared to its effect on the size of h i when h i >0. This may be the case when the participation decision is independent of how many hours to work, suggesting that the Heckman sample selection model is indeed the appropriate model for estimating labour supply elasticities.
In the second approach of multiple discrete choice of labour supply, multinomial models are utilised, whereby hours of work are reported in categories. The use of this approach is justified on the ground that there is little variations due also to demand-side restrictions in the observed hours of work variable even when it is reported as a continuous variable.
Finally, in the third approach the labour supply function is estimated by employing a binary choice model:
In almost all such studies, participation is treated as synonymous with being in employment, reflecting the North American norm of low unemployment. As we argue below, equating labour supply to employment may not be appropriate in high unemployment economies. Despite advancements in the estimation procedures, there are still some conceptual problems in estimating a labour supply function. In all these approaches, it is assumed that workers are free to choose their hours of work and the observed hours of work reflect a labour supply decision. This implies that the desired/optimal hours of work (h d ) that maximise the utility (given the budget constraint) are assumed to be equal to the actual hours of work (h a ).
This assumption is too restrictive for the following reasons. First, even when there is a range of jobs offering different hours of work, workers are unlikely to be mobile due to their skills not being transferable across jobs. Second, information asymmetry usually characterises the labour market (say due to search costs). Third, there are demand-side restrictions regarding the choice of hours of work within jobs. Finally, particularly in high unemployment economies including Kosova, there are demand-side restrictions regarding the availability of jobs at the market wage.
A number of studies are now available supporting the view that at least part of unemployment does not represent leisure, but rather a constraint on labour supply due to the lack of demand for labour (Ham, 1982; Blundell et al., 1987; Kahn and Lang, 1991; Kuismanen, 1997; Brown and Sessions, 2001) . The observed high inactivity (such as in the Kosovan labour market) implies that joblessness may not be attributed to the reservation/asking wage exceeding the offered wage (although this cannot be ruled out completely), but it is rather a matter of jobs not being available at the market wage. This implies that for a significant number of unemployed individuals, the actual hours of work being zero does not reflect their labour supply decisions.
There is no evidence available for transition or developing economies regarding the gap between the actual and desired hours of work. For Canada, Kahn and Lang (1991) find a considerable difference between actual and desired hours of work (a third of the sample of female workers want to work more than they actually work, while some 17 percent want to work less). For the Netherlands, Euwals and van Soest (1999) find that on average the desired hours of work per week for men and women are 11.5 percent and 10.5 percent higher than their actual hours of work respectively. Brown and Sessions (2001) find for Britain that more than a third of the employed sample would like to work less, while only 4 percent would like to work more than they actually work.
Given the discussion above, when estimating the labour supply function, it may be incorrect to specify other variables constraining an individual"s behaviour to be the same when h a =h d as when h a <h d , since the estimates might be misleading as far as policy implications are concerned. This problem was emphasised in the early literature of labour supply determinants (Pencavel, 1986) , but very few studies acknowledge this or make this distinction in the empirical estimation. The limited empirical evidence suggests that the estimated coefficients from the sample where h a =h d are significantly different compared to estimates from the sample where h a <h d (Kahn and Lang, 1991; Conolly, 1997; Brown and Sessions, 2001) .
Evidence from Transition and developing Economies
There is limited evidence regarding the determinants of labour supply in ETCs. Siliverstovs and Koulikov (2002) estimate a logarithmic specification of Equation (1) for married females in Estonia and find that the wage elasticity of hours supplied per week is positive (0.53), while the non-labour income effect is insignificant. They also find a significant negative effect of the presence of small and teenage children and a significant positive effect of working experience. Mizala et al. (1999) find for Chile that education (as a proxy for the market wage) is more important for females than for males in determining hours of work per week. The presence of children inhibits the labour supply of women, while for males it has a positive effect on hours of work per week. For females, Mizala et al. find that the change in the labour supply with a change in the explanatory variables is largely reflected in the decision to participate in the labour force rather than changing hours of work supplied, while for males the change is more in terms of hours of work.
Some studies use a binary choice model of labour supply function (participation vs. non-participation) as described by Equation (2) and take participation as synonymous with employment. Saget (1999) finds for the married women in Hungary a positive effect of the wage (in a model that includes the predicted wage for the non-employed women) on the probability of participation and no effect of earnings of other family members. Pastore (2005) finds for young Poles aged 15-30 that education is an important determinant of the probability of participation. Bardasi and Monfardini (2005) find that the probability of participation of Polish women decreases with the number of children. Chase (1995) , using a dataset for the Czech Republic and Slovakia during and after communism, finds that in the Czech Republic the own-earnings effect on the probability of participation fell during transition, while it rose in Slovakia. He also finds that the negative effect of children on women"s labour supply increased during transition, which coincides with the decrease in subsidies to childcare.
To summarise, the limited evidence for transition economies confirms the expected pattern of a positive effect of wage (or education that is a proxy for wage) and a negative effect of costs of employment on labour supply decisions. However, as we noted above, the observed labour supply of individuals when unemployment is high (and probably job offers are not available at the market wage) might not reflect utility maximising behaviour, which in the neoclassical framework is the underlying assumption when estimating the labour supply.
Data and the Estimation Strategy
In this section, we briefly discuss the Riinvest HLFS data and explain our estimation strategy. The Riinvest HLFS was conducted in December 2002. The unit of observation was the household and the sample was representative of urban and rural areas and the 7 main regions of Kosova. The sample consisted of 1,252 households (randomly selected after sample stratifications) with 8,552 members that is 0.45 percent of the population in Kosova. The survey questionnaire included questions regarding the demographic labour market information of each household member, household"s incomes and expenditures, household members abroad, the household land etc. Figure A1 in Appendix shows how an individual"s labour force status is determined according to this survey, which complies with international labour standards (ILO, 1982; ILO 2005) . The LFP rate estimated at 58 percent is especially low for females (Table A1 ). Following our discussion above, although we have data from the Riinvest HLFS survey, the model presented by Equation (1) for the hours of work seems inappropriate in our case as only 30 percent of the sample of working age individuals in Kosova are employed (i.e. have h i >0). From the practical point of view, it seems inappropriate to consider 70 percent of the sample as described by the corner solution of h i =0.
We estimate a binary choice model of labour supply as described by Equation (2). Unlike those studies that consider participation to be equivalent to employment, we define participation as the sum of employment and unemployment. Note that for the employed in Kosova the desired hours of work are positive (h di >0) by definition. Following our discussion above regarding the desired versus actual hours of work, we assume that h di >0 for the unemployed as well since they engage in job search indicating that they would like to work. The inactive persons are considered as non-participants with h di =0.
1 Following this approach, we account for the demand-side restrictions in the labour supply decisions. Therefore, the model that we estimate is a probit model:
where A i , H i and Z i stand for personal, household and contextual characteristics and  i is the usual error term. In the estimation, the dependent variable h di =1 if in the labour force (employed and unemployed) and h di =0 if inactive. We exclude those in full-time education giving 4,460 observations on individuals of age 16-64. The three categories of explanatory variables are identified in Table 1 . Conventionally, the educational dummies 1 proxy for the potential wage as well as the probability of getting employment (because when unemployment is high the bargaining position of employees is expected to be weaker and the unemployed are likely to trade-off lower wages for a more secure employment). Age and age squared proxy the changing price of leisure over the life cycle as explained by the intertemporal substitution hypothesis. The dummy for marital status controls for the effect of family obligations as well as the effect of culture and attitudes toward work. A dummy for females of age 25-40 controls for the effect of females engaging in childbearing activities and can be thought of as accounting for some of the opportunity costs of employment. 1 Some 0.5 percent of the sample did not report their education level. They are included in the reference category of less than upper-secondary education. As Cameron and Trivedi (2005) suggest, we could have applied listwise deletion for these observations, since they represent a small proportion of the total sample. But, given that primary and lower-secondary education is compulsory then it is very likely that these individuals have completed at least this level of education. This is likely to be the case since most of those individuals with missing data on their education level are above 50. 2 A better way to test for this would have been by including a variable for the number of children, but this information cannot be constructed from our dataset.
Variables related to household characteristics bring this perspective into the decision to supply labour to the market. The dummy on having a household member abroad is expected to test for the effect of remittances on labour supply decisions of non-migrant household members. Based on the neoclassical model of labour-leisure choice, remittances shift the budget line upwards and assuming that leisure is normal good then they reduce the labour supply of non-migrant household members (i.e. an income effect). However, in transition and developing countries characterised by an underdeveloped credit market, remittances are thought to be an important source of financing entrepreneurial projects. In line with this, some studies find that remittances increase the propensity of some non-migrant household members (males in particular) to engage in self-employment (Funkhosuer, 1992; Konica and Filer, 2005; Amuedo-Dorantes and Pozo, 2006) .
Regarding household incomes, our data allow us to distinguish between household labour and non-labour incomes. The regional dummies and the urban versus rural dummy account for any regional-specific effect in labour supply decisions. We expect that those from the region of Prishtina (the capital city) are more likely to participate in the labour force due to their higher chances of getting jobs. However, those from the western and southern regions (where agriculture is an important activity and engages many household members) are also more likely to participate compared to other regions. These regional dummies may be thought of as capturing any discouragement effect among the non-employed workers in their decisions to supply labour to the market. Given that when employed urban residents tend to hold formal fulltime jobs, we would expect that education has a larger effect on their likelihood of participation compared to rural residents. To test for this we construct interactive dummies between residence and other explanatory variables. Table A2 in the Appendix gives the mean of the explanatory variables for the whole sample, for those in the labour force and those inactive. There are three important observations from this data that are in line with our discussion above. First, those with higher potential wages and higher chances of getting a job (as proxied by the education level) are more likely to be in the labour force. Second, persons out of the labour force tend to be from households with higher non-labour incomes per capita. Third, females are less likely to participate, which is in line with their observed lower educational level (that affects their potential wages) and higher opportunity costs of employment (childcare).
Findings
In this section, we discuss our findings from estimating Equation (3). Given the observed large gender differences in the labour market and our prior expectations regarding different effects of explanatory variables on labour supply of males and females explained above, we estimate separate regressions by gender. Findings are presented in Table 2 . The estimated coefficients on age and its squared value have the expected signs and are significant for males and females, giving the normal concave shape of the LFP curves with respect to age. We have insufficient evidence to reject the null hypothesis of similar shapes of the LFP curves with respect to age for urban and rural residents. In line with the evidence elsewhere, the estimated coefficients on educational dummies have the expected positive signs and are significant. The significant and positive coefficients on the interactive dummies between residence and education (for both genders) support our expectations of a greater role for education on the labour supply of urban residents compared to their rural counterparts. Our estimate indicates that being married lowers the likelihood of supplying labour to the market for females ceteris paribus, but no significant difference is found between urban and rural females. The estimated additional affect on marital status for urban males is positive and significantly different from the rural rate. For urban areas this provides some support for our expectations of an increased labour supply of married males to provide additional incomes for the extended family, which is also in line with the findings elsewhere (e.g. Mizala et al., 1999) .
We do not find evidence for the expected negative effect on participation of females engaging in childbearing. Examining the descriptive statistics we find that 31 percent of households are composed of 8 members or more, while 17 percent have 10 members or more that eases the constraints of having children on females" labour supply, since older family members can take care of them.
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Having a household member abroad is estimated to affect negatively female" participation, as expected, though the coefficient is significant only at the 10 percent level. For males, the coefficient on the interactive dummy with urban residence is positive and significant, but again only at 10 percent level. Regarding the effect of household labour incomes, our findings for females is of an unexpected positive significant effect in rural areas, although for urban areas the interactive dummy is significant and negative. With regard to the expected negative effect of household non-labour incomes on participation, our estimates support this only in the case of urban males.
Findings on the regional dummies for males do not support our argument of higher participation of residents from the region of Prishtina. The coefficients on regional dummies for males are individually insignificant (based on the t-test) and also jointly insignificant ( 2 (6) =9.60, p=0.1428). For females, 4 out of 6 coefficients on regional dummies are significant and positive (based on the t-test), while the 6 of them are jointly significant ( 2 (6) =27.90, p=0.001). In two of these cases (Peja and Gjakova that are among the western and southern regions) findings support our expectations of higher participation due to working in predominantly agricultural regions. Given that our sample is representative at the regional level, we have estimated the same regressions with regional employment-to-population ratios substituting for the regional dummies to capture the discouragement effect due to a more depressed labour market. The estimated coefficient was insignificant for both genders. Other coefficients did not change their significance level and hardly changed their size. This is an expected finding given the current regional boundaries encompass small distances and males can easily commute to take advantage of better employment chances or higher wages. While for females, there is some evidence that they are less likely to commute and their labour supply decisions are made within the regional context.
The size of the effect of explanatory variables on the probability of labour supply is shown in Table A3 . Panel A shows the (base) probability of labour force participation for an individual with given characteristics. Rural males and females have a higher probability of participation compared to their urban counterparts respectively. Panel B shows the change in the probability of labour supply due to a change in some of the characteristics keeping others the same. An interesting finding is the large effect of education on participation for females in particular. Increasing the level of education from less than uppersecondary education to upper-secondary increases the probability of participation for urban males by 15 percentage points (from 0.60 to 0.85), for urban females by 27 percentage points, for rural males by 5 percentage points and for rural females by 21 percentage points. Note also the large decrease in the estimated probability of participating in the labour force for a 50 years old female (urban and rural females).
To sum up, unlike most of the studies reviewed above we define participation as being in employment or unemployment (which as explain above and in Figure A1 , both follow ILO guidelines). This acknowledges the difference between actual (observed) and desired hours of labour supply, which takes into account the demand side constraints on labour supply. We find evidence for the expected concavity of LFP rate with respect to age. Findings also support the view that education affects positively the probability of labour supply and this effect is estimated to be larger for urban residents compared to their rural counterparts. In line with findings elsewhere, our estimate suggests that married females are less likely to participate than non-married females. For rural females, there is weak evidence for the expected negative effect of a household member abroad on the probability of labour supply. The expected negative effect of household non-labour income on labour supply is supported only for urban males.
Discouragement Effect and Labour Supply in Kosova
Although in the estimations above we assumed that h d >0 (the desired hours of work are greater than zero) for the unemployed, a significant number of working age population are inactive. Included among them are persons not searching because they do not expect to find jobs (usually referred to as the discouraged workers), although they would like to work if jobs were available. Assuming that engaging in job search by the non-employed workers is endogenous to labour market conditions, we expect that in high unemployment economies the discouragement effect may be more pronounced.
In our analysis above, using the Riinvest HLFS data, we utilised the ILO guidelines of active job search criteria to divide the non-employed individuals into the unemployed and inactive (as shown in Figure A1 ). In this section, we assess the appropriateness of this approach in cases when unemployment is high. We run some statistical tests to consider if the discouraged workers are different from the rest of the inactive population and discuss the implications for the labour supply in Kosova if they are included in the active labour force. Finally, we investigate the determinants of engaging in job search.
The Appropriateness of ILO Guidelines when Unemployment is high
To facilitate the comparison of unemployment rates and other labour market indicators over time and across countries, the ILO has adopted guidelines that classify the working age population into employed (E), unemployed (U) and inactive (N) (ILO, 1982; ILO, 2005) . These guidelines have been adopted by most countries (Byrne and Strolb, 2004) . While the classification of E is relatively straightforward, there are controversies regarding the division of the non-employed into U and N. In the ILO (1982), a non-working person is considered as U if he/she is: (i) not working, (ii) currently available for work, and (iii) seeking work. Otherwise he/she is considered as N. The implicit assumption in this framework is that these nonemployed individuals voluntarily decide not to search.
In the supply and demand model of competitive labour market equilibrium, the interaction between workers looking for the best job opportunities and employers attempting to maximise profits equalises the value of marginal product of labour across firms (Kingdon and Knight 2000; Borjas, 2005; Kingdon and Knight, 2006) . The model considers job search as a rational behaviour since it leads to finding the job offer with the highest rewards. This is also desirable from the social point of view, because it contributes to achieving the allocative efficiency of resources. The decision to search is affected by search costs, the distribution of expected wage offers, the probability of finding another job offer, unemployment benefits etc. (Kingdon and Knight, 2006) . However, in a high unemployment economy (such as Kosova), the probability of locating a job offer is low. Due to the search costs involved, some of the unemployed may stop searching and are considered as inactive by the ILO guidelines (i.e. the discouraged workers as explained by the discouraged-worker hypothesis). Kingdom and Knight (2002) argue, there are two main reasons why workers stop searching. The first is based on the socalled "taste for unemployment" argument whereby non-working members of the household receive high intra-household transfers. The second reason relates to the search costs, which affect the poor individuals that cannot afford to continue searching in which case excluding them from the labour force underestimates the true extent of unemployment.
However, in practice it is difficult to clearly distinguish between personal and labour market related reasons for being a discouraged worker (Hussmanns et al., 1990; Suryadarma et al., 2005) . The inclusion of the discouraged workers within the labour force is based on the argument that these workers are behaviourally similar to the unemployed (e.g. they tend to enter employment during an economic upturn). On the other side, discouraged workers show a similar (weak) degree of labour force attachment as other groups of individuals in the inactive population and hence the argument not to include them in the labour force. On balance, as our discussion below suggests, whether they should be included among the labour force or not remains an empirical question.
Even though the discouraged workers are likely to exist in any economy 1 , in developing countries with slack labour markets the incidence of discouraged workers is likely to be higher. Consequently, excluding them from the labour force affects significantly the estimated unemployment and inactivity rates and consequently may have important implications for policy. Reflecting this, in a limited number of countries both narrow (ILO definition) and broad (with the discouraged workers considered as unemployed) unemployment rates have been estimated (Byrne and Strolb, 2004; Kingdon and Knight, 2006) .
Discouraged Workers and their Implications for Labour Supply in Kosova
We now investigate the presence of discouragement amongst the inactive population in Kosova and the implications for its labour supply. From the sample of 4,460 working age individuals, 29 percent are unemployed on the basis of ILO definition and 39 percent are inactive (Table 3) . Examining the reasons for not searching (given in Table A4 ), we find that 18 percent of inactive persons have answered "because I cannot find a job" which may indicate that they are discouraged workers. They constitute 23 percent of the ILO defined unemployed and 11 percent of the ILO defined labour force in Kosova. This is higher than in many OECD countries (OECD, 1995; Jones and Riddell, 1999) , and supports our argument above that in high unemployment economies the discouragement effect among the non-employed 1 The OECD (1995) finds that in 1993 they constituted 5.7 percent of the labour force in Italy, 3.1 percent in Sweden, 3 percent in Australia etc. Jones and Riddell (1999) find for Canada that the discouraged workers constitute 25-35 percent of the unemployed. individuals is more pronounced. If they are included among the unemployed, then unemployment increases from 48 percent (ILO definition) to 53 percent (broad definition) and the inactivity rate decreases from 39 to 32 percent. To investigate whether it is more appropriate to include discouraged workers (N d ) that we identified above among the labour force we consider whether they are close to the ILO unemployed (ILO-U) or to the rest of inactive population (N not-d ) in their characteristics. In columns 2, 3 and 4 of Table 4 we present the mean of the variables used in the labour supply determinants for N not-d H 0 : We run a series of t-tests to examine if these observed differences are statistically significant. From column 5, the null hypothesis of equal means (or equal proportions) between N d and N not-d is rejected in 13 out of 17 cases. From column 6, the null hypothesis of equal means between N d and ILO-U is rejected only in 7 of the 17 cases. Therefore, we find evidence to conclude that: (i) the inactive individuals are not a homogenous group and the discouraged workers can be statistically differentiated from the rest of inactive population; and (ii) the discouraged workers are in many respects similar to the ILO unemployed and arguably they should be considered as unemployed rather than inactive.
The Determinants of engaging in Job Searching
A further analysis to establish whether N d and ILO-U are also behaviourally a homogenous group is to examine differences in their transition probabilities from one labour market state to another over succeeding time periods. Due to the lack of data (our data is cross-sectional and the respondents are not asked regarding their previous labour market experience), we cannot investigate this research question. Note that unlike N d , ILO-U are engaged in job search and therefore show a stronger attachment to the labour market. Given our findings above that N d in Kosova are in many respects similar to ILO-U, then with our cross sectional data we investigate what determines an individual"s decision to engage in job search. This provides an indication as to the behavioural similarities between these two groups of individuals. The model that we estimate is a probit model where the dependent variable equals 1 if the person is ILO-U and 0 if N d . The sample consists of ILO-U (1,309 observations) and N d (303 observations). Our choice of explanatory variables is guided by the theory of job search behaviour analysed in the previous sections and broadly correspond to those found in other similar studies. The variables are those that we have defined in our estimation of the determinants of labour force participation.
1 Findings are presented in Table 5 separately for males and females.
Although the test results in the previous section indicated that ILO-U and N d are in many respects similar, the estimates on the determinants of engaging in job search from Table 5 suggest that there are also some behavioural differences between them. For males only, the estimates suggest that the likelihood of engaging in job search increases with age (but at a decreasing rate). For females, this likelihood increases with education, but is only significant for those having completed upper-secondary education. Perhaps due to the stronger attachment to the labour market of males regardless of their education level, none of the coefficients on the educational dummies are significant. Consistent with findings on the determinants of labour supply summarised presented above, for females the estimates suggest that being married lowers the likelihood of engaging in job search ceteris paribus. Perhaps due to the search environment, urban females are more likely to engage in active job search compared to their rural counterparts. For females, three out of six coefficients of the regional dummies are significant, while for males only one of them is significant and then only at 10 percent level. We do not find a significant effect of household incomes (labour or non-labour) on the probability of engaging in job search. To conclude, assuming that the job search behaviour is endogenous to labour market conditions then the ILO guidelines of defining the labour force status of the non-employed individuals may be inappropriate in high unemployment economies. The discouragement effect among the nonemployed workers in these economies is more pronounced. Relaxing the ILO guidelines or reporting both narrow and broad unemployment rate help to provide estimates of the true extent of unemployment.
Conclusions and Policy Implications
In this paper, we investigated the determinants of labour supply in Kosova. Our analyses suggested that the standard neoclassical framework of analysing individuals" labour market behaviour might be inappropriate in economies such as Kosova due to demand-side restrictions preventing individuals from making choices compatible with the utility maximisation assumption. Demand-side restrictions push large numbers of Kosovars into inactivity (i.e. the discouraged workers) that would otherwise be searching for jobs. Our analysis suggested that ignoring this aspect of the labour market may produce misleading estimates and therefore misinform policy choices that could have lasting consequences.
Our findings confirm those found elsewhere, that individuals with higher potential wages (as proxied by the education level) are more likely to supply labour to the market and that this effect is stronger for urban residents. For females, being married lowers the likelihood of participation, while for males it increases it. We find some weak evidence that having a household member abroad (as a proxy for remittances) lowers females" labour supply though for males this effect is insignificant. Females" labour supply is negatively affected by household labour income, while for males (as expected) this effect is not significant. We find significant regional differences in the labour supply of females, but not for males suggesting that that females are less mobile and unable to take advantage of more distant employment opportunities.
The possible presence of discouraged workers amongst the non-employed is frequently overlooked in the labour supply literature. The decision to engage in job search (and therefore being considered as unemployed rather than discouraged) is expected to be endogenous to the search environment. Whether these workers are considered as unemployed or inactive has an important impact on the estimated unemployment and inactivity rates and therefore has policy implications. In Kosova, we find that 18 percent of the inactive individuals might be more appropriately classified as discouraged workers. If they are considered as labour force participants then the ILO defined unemployment rate increases by 5 percentage points and the inactivity rate decreases by 7 percentage points. The discouraged workers are in many respects similar to the ILO unemployed. Investigating the determinants of engaging in job search (i.e. being ILO unemployed as opposed to being a discouraged worker), we find that overall males and the more educated show a stronger attachment to the labour market. Our advice is for national statistics to report both narrow (ILO definition) and broad (that accounts for the discouraged workers) unemployment rates. Kosova (2002) 
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